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CONFIDENTIAL HONG KONG 6478 

DEPARTMENT PASS TREASURY 

E.O. 11652: GDS 
TAGS: EFIN, UK, HK 

SUBJECT: HONG KONG'S STERLING GUARANTY AGREEMENT 

1. HONG KONG'S STERLING GUARANTY AGREEMENT IS STILL NOT SIGNED 
BUT DELAY SEEMS RESULT OF PURELY TECHNICAL PROBLEMS AND SHOULD 
BE OVERCOME SOON. MAIN ISSUE. MINIMUM STERLING PROPORTION 
(MSP) HAS BEEN RESOLVED. MSP HAS NOW BEEN SET AT 70 PERCENT 
COMPARED TO EFFECTIVE 80 PERCENT IN PRE-MARCH 3 1 
ARRANGEMENT. MOREVER, IF TOTAL RESERVES RISE. HKG NEED NOT 

ADD TO ITS STERLING ASSETS, WHILE IF THEY FALL, GOVERNMENT IS 
ONLY REQUIRED TO MAINTAIN MSP OF REDUCED TOTAL RESERVES. IN 
EFFECT, CEILING HAS BEEN PLACED ON HONG KONG'S STERLING 
HOLDINGS ALTHOUGH IT REMAINS AT HIGH LEVEL. 

2. COMMENT: HKG HAS MADE SOME FURTHER PROGRESS IN ITS GOAL 
OF REDUCING ITS VULNERABILITY TO STERLING FLUCTUATIONS. ON 
OTHER HAND, NEW FORM OF GUARANTY, I.E., IN TERMS OF STERLING'S 
TRADE-WEIGHTED EXCHANGE RATE, WOULD APPEAR PROVIDE LESS 
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PROTECTION IN THE NEXT YEAR TO AN ECONOMY TIED TO U.S. DOLLAR 
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THEN EARLIER FORMULA BASED ON STERLING/U.S. DOLLAR EXCHANGE 
RATE. 
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